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Criticism of the labour theory

Ricardo had a glimpse of one serious criticism when he spoke
of the scarcity value of rare pictures, books, and 'wines of a
peculiar quality which can be made only from grapes grown
on a particular soil of which there is a limited quantity5. But
he made the mistake of supposing that these were unimportant
exceptions to the labour theory. There is an element of relative
scarcity in the determination of the value of almost every
commodity. If there is monopoly at any stage of its production,
either in the extraction of the raw material or in its transport or
manufacture, then the labour cost so far as that portion of the
process is concerned will probably bear no relationship to the
value obtainable in the market. It is almost a commonplace
of economic knowledge that there are 'sheltered industries'
which, although they may not have a complete monopoly,
remain sometimes for a very long period sheltered from the
full force of competition, by distance, by legal restrictions, by
tariffs, or by the prejudices of their customers, and are able in
consequence to obtain a high price for the commodity or service
they bring to market. It is obvious that the produce of one hour
of simple unskilled labour in such an industry does not exchange
for the produce of the same labour-time in an industry open to
the full force of competition.

Marx's labour theory assumed complete freedom of competi-
tion and complete mobility of labour and capital. The capi-
talist purchased labour-power to produce for him a commodity
the value of which would depend upon the quantity of labour-
time contained in it. If by any chance the commodity received
in exchange contained less labour-time, in other words, if the
other capitalist obtained the better of the bargain, then the
first capitalist in future would use his capital to purchase labour-
power for the production of the commodity temporarily over-
valued, neglecting the under-valued one, and equilibrium would
be restored. No single theory of the classical economists was
more out of accord with the facts of the modern world. Con-
sider the vast amount of highly-specialized fixed capital in the